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Honorable Carol M. Browner 
Administrator 
U.S. Environmental Protection Agency 
Washington, D.C. 20460 

Dear Administrator Browner: 

·On behalf of the Environmental Financial Advisory Board (EF AB), we are very 
pleased to transmit t9 you. the EF AB Report, Creating a Viable Finance Program for tbe 
Border Environmental Cooperation COmmission and the North American DevelOJ)ment 
Bank under the North American Free Trade Agreement. In this repOrt, the fourth in a , 
series on financing envirorimental needs along the U.S./Mexican border, we recommend 

· steps to .assist in achieving the overall financial integrity of the NAFI'A institutions and 
in providing the necessary funding for border environmental needs. 

The Board recommends the immediate marshalling of human and financial 
resources in order to create from the onset a sound and solvent financial structure of the 
NAFfA institutions. We advise the creation of a prototype program located in one or 
more areas in need of environmental projects. ·A prototype program wouid include such 
compone~ts as: legal, regulatory and administrative analyses to create and operate user 
fee based, special purpose districts; marketing analyses to determine level of service and 
pricing policies; training programs for the technical, financial, and administrative 
personnel operating the system; and, a program of public education and information 
aimed at the actual service users. These projects should be structured as models of 
financial integrity and be targeted as the first to be funded by the new NAFT A financial 
institutions. They should also serve as prototypes for future NAFf A projects. 

The recommendations in this report and in our previous reports on border 
financing are particularly timely in assisting the current bilateral efforts, i.e. the Border 
Environmental Cooperation Co~on (BECC) and the North American Development 
Bank (NADBank), to create and maintain a quality environment along the border. The 
Board offers its assisiance to the Administrator in your capacities as a director of the · 
BECC and of the NAD~ank. We are available at your convenience to discuss our 
recommendations and to provide any further analyses you may require. 

Sincerely, 

a in Wiessniann 
·r, Environmental 

Financial Advisory Board 

HerberyBarrack · 
Execu~v~ Director, Environmental 
Financial Advisory Board 
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Environmental Financial Advisory Board 

of ihe 

United States Environmental Protection Agency 

. Report on 

Creating a Viable Finance Program 

for the 

B.order Environmental Cooperation Commission 

and the 

North American Development Bank 

under the 

North American Free Trade Agreement 

In 1992, the Environmental Financial Advisory Board (EFAB) resolved to 

review the problem of financing en\ironmental infrastructure along the 

l\·texican border in suppon of the Administrator's efforts to assist in the 

negotiatiQn ·and passage of the North American Free Trade Agreement . 

'(NAFTA). The Board delegated the responsibility for this matter to the 

Intematiqnal Committee. The Committee has issued four reports on this issue 
which the Board ha~ adopted. This is the founh report in that series. 
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SUMMARY -. 

In a bilateral side agreement to the Nonh American Free Trade 

Agreement (NAFTA), the United States and Mexico created a mec~sm to 

finance environmental infrastructure projects along the border. The side 

agreement provides a funding level of $450 million of paid-in cash and an 

additional S2.SS billion of call capital. This Committee has, in two previous 

repons, called for the leveraging of these funds to the maximum extent to 

which. it is both feasible and financially sound. Assuming such funds are 

leveraged at between a 2:1 and 3:1 ratio, the NAFTA capital will produce 

between S6 and $9 billion to finance environmental infrastructure projects 

needed along the U.S. - Mexican border. 

This is an event of truly historic significance. Designated 

financing is at hand to help remedy a major international 

environmental problem. The opportunity to realize this vital goal 

must not be lost. 

To seize this truly global opponunity, the full funding potential of the 

institutions envisioned by the NAFrA must be achieved. To do so requires that 

work begin immediately to help border communities design cost effective 

projects and to assure that each project will be financed on a sound and 

solvent basis. These st~ps will preserve the oyerall financial integrity of the 

NAFTA institutions and provide funds to clean up the entire border area. That 

is the subject of this report. 

The Committee recommends- as its highest priority- the immediate 

marshaling of the human and financial resources necessary to create from 

the onset a sound and solvent financial structure for the NAFf A 'institutions. 

Specifically, the Committee recomDiends the immediate creation of a prototype 
program located in one or more areas in need of environmental infrastructure 

projects. These pilot projects should be structured as models of financial 

integrity and they should be targeted as the flJ'St to be funded by the new 

NAFTA financial institutions. They should also. serve as the prototypes for all 
future NAFTA projects. 
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BACKGROUND - ·• 

Under the bilateral side agreement, the responsibility for fmancing 

environmental infrastructure is divided between two new binational agencies, 

the Border Fnvironmental Cooperation Commission (BECC) and the Nonh 

American Development Bank (NADBank). 

The side agreement envisions the BECC as an agency whose purpose is to 

work with communities to generate needed environmental infrastructure 

projects. The BECC's role will be to coordinate the planning, design and · 
-

financing of these projects and then to "certify" them for funding to the 

NADBank. The BECC will have a ten-member binational board of directors on 
. . 

which the Administrator will serve. The BECC will consult with an 18-member .. 
Advisory Council, of which nine members will come from each country. The 

degree of local participation, as well as public notification and comment on 

proposed projects, will be unprecedented. 

The NADBank will be capi~alized over a four year period with 

S225,000,000 of cash each from_ the United States and Mexico and with an 

additional $1;275,000,000 of callable capital from each. Ninety percent of the 

bank's funds will be used to finance environmental infrastructure projects, 

with the balance made available for community adjustment assistance. The 

stated purpose of the NADBa.nk is to fund, "as appropriate", projects "certified" 

by the BECC. The NADBank is to have a six-member board, three from each 

country. It is expected that the Administrator will serve as one of the U.S. 

directors of the NADBank. In addition, for the purposes of loans or guaranties 

certified by the BECC, it is also expected that the l].S. representatives to the 

NADBank will be instructed in accordance with the procedures of the National 

Advisory Committee on International :Monetary and Financial Policies, as 
established by Executive Order Number 11269 of February 14, 1966, and that for 
these purposes the Administrator shall also be a member of the National 

Advisory Committee. This ad\-isory committee was formed to coordinate U.S. 

policy for international lending institutions. 
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The side agreement also provides: "that, to the extent practicable, 

environmental infrastructure projeCts in the border region should be 

operated and maintained through user fees paid by polluters and those who 

bene.fit from the projects, and should bt:: subject_ to local or private control." 

This commitment is very important to the financial integrity of . . 
BECC/NADBank pro}ects and to the effectiveness of these new institutions. 

The most important task, then, facing the BECC and the NADBank is to 

create an operational structure and financial regime which will insure 

project design and user fee based financing decisions that emanate from, and· 
' . 

are controlled by, local communities. IDeal accountability for project costs 

and revenues will benefit both environmental and financial performance. 
' 

· This is an enormous undertaking. It not only involves the creation of a 

local fmance system in Mexico, but the creation of new systems of local 

government as well. 

RECOMMENDATIONS 

To accomplish this huge task, the Committee recommends the following · 

seven initial steps to be undertaken as soon as possible: 

1. The BECC must create a team of Mexican and Ameri~ legal experts 

·charged with the mandate to determine what legal and regulatory steps are 

necessary to create user fee based, special purpose districts. These geographic 

areas would serve as either the franchise area for a concession, if the private 

utility model is to be used, or as the political jurisdiction itself, U: the special 

purpose public district model is to be used. 11te team must identify the legal 
and regulatory steps necessary either to grant a concession to such an area or. 
to create the appropriate political subdivision. The environmental side 

agreement refers to local environmental service areas as "special purpose 

corporations" (SPCs). Re~ardless of whether such SPCs are public or private 

they must be vested with the legal authority: 



A. to conduct the basic enterprise of running an environmental 
infrastructure system·; 

B. to co~lect user fees and to exercise the appropriate legal 

sanctions for non-payment; and, 

C. to incur indebtedness, and, if they are to be private 

companies, issue shares of stock. 

SPCs are limited-purpose, financially autonomous entities. They are 

single function entities. Their financial "autonomy" is restricted to the use of 

a highly limited set of fees. They do not involve any general powers to tax, nor 

the exercise of any police powers to sanction non-payors. 

2. The BECC must undertake marketing analyses to determine the level 

of service to be provided to households and businesses, ~d most importantly, 

to determine. the projected pricing levels for these services. These are 

absolutely critical measures. Systems must not be developed in isolation from 
. . 

their end . users. People currently without any environmental infrastructure 

services still obtain drinking water today from somewhere. They still dispose 

of J:>oth wastewater and solid waste somehow - no matter how unsatisfactorily. 

Services niust be designed to levels which are both acceptabl~ and desirable to 

potential users; and, most importantly, the projected pricing of such se:rvices 

must relate directly to the quality of the service and to the improvement in the 

basic quality of life which they provide. . Finally, the pricing must . above all be 

affordable. One of the greatest dangers would be for a new system to provide 

unnecessary. or discretionary services at prices which the average household 

user could not afford. ~s would truly be disastrous. Critical resources would 

be wasted and the entire financial regime contemplated by the NAFT A for the 

border region could be threatened. 

3. The BECC must immediately establish training programs for three 

specific purposes: 

A. to train technical and engineering personnel to operate the 

system. A significant number of existing water treatment 
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facilities in Mexico are not functional; primarily due to the lack 
. ·• 
of trained . personnel. 

B. to train financial staff in the areas of collections, 

payments, budgeting, rate setting, capital planning and debt 

financing. This is especially critical. These skills exist in the 

border region, but are in shon supply in the field of 

environmental infrastructure. 

C. to train administrative staff in the areas of customer services, 

personnel, training, and general management. 

If users are required to pay fees, then they must be furnished with 

reliable and quality service. And, for an SPC to be creditworthy, it must have 

sound management. In the long term, Mexico must look to the establishment 

of university-level training programs for engineers and administrators of 

SPC's in the water, wastewater and solid waste fields. In the shon term, it can . . 
look to the U.S. Environmental Protection Agency (EPA) for technical 

assistance. The pilot Environmental Finance Center at the Univ~ty of New 

Me.'<ico can serve as just such a resource. In addition, reciprocal 

arrang~ent~. with American public utility districts could also be organized, as 
could contracts for management services '~ith pri,·ate companies. These 

programs must be developed to assure that the ne\'lr" autonomous SPCs will have 

cadres of qualified management candidates. 

4. The BECC must assemble a binational team of expens and charge them 

with the mandate of identif}ing the legal and administrative issues which 

must be addressed to assure the integrity of the new financial system which 

the SPCs will employ. Good management is essential to good credit, but. is not 

the only requirement. In a market-based financing system, a legal nexus must 
exist between the fees paid by a system's users and the payments made to the 
system's creditors. Pledges of system funds must be constitutionally 

enforceable. Lenders must have an absolute legal right to any fees pledged to 

them. Furthermore, there must be legal mechanisms in place to assure that 

such funds, once collected by a system, duly make their way to the system's 
creditors. In this regard, effons must be made to identify what statutes, 
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similar to the U.S. Trust Indenture Act of 1940, must be enacted or amended, to 

~sure that pledged funds wi~ be properly handled and that there are strong 

legal sanctions against the careless and· the criminal. Mexican banks, or other 

financial intermediaries," must also be a~le to offer the services provided by 

traditional registrars, trustees, and payment agents. 

A determination must als~ be made as to what degree existing legal and 

administrative systems already in place for such public services as electric 

power and telecommunications can be used by, incorporated into, ·or readily 

adapted to the new environmental infrastructure SPCs. 

In addition, the Mexican government must necessarily be cQncemed 

with both the level of pricing and the IC\·el of quality of the services to be 

provided by the new SPCs. Through its Secretariat for Social Development 

(SEDF.SOL), ·Mexico· has the administrative apparatus to_assure the quality of 

services. It may well have decided on an appropriate regulatory mechanism to 

control pricing. But to the extent these critical issues are not settled, the BECC . . 
should put its expertise at the dispoSa.l of the Mexican government in making 

' 
these policy decisions. 

s.· The BECC must sponsor the creation of a large scale program of public 

education and information aimed at the actual users of the environmental 

infrastructure services. Those to whom new drinking water, wastewater and 

solid waste services are to be provided must be informed of these services. The 

nature of the services must be fully described and the level of service fully 

exJ)lained. Users must be told of the pricing levels; and they must be educated 

to the fact that the pricing corresponds directly to the level of delivered 

services and to a concomitant improvement in the basic quality of their lives. 

They must understand the sanctions for non-payment and that payments must 

be made on a regular and timely basis. Finally, they must have the right and 

the opponunity to seek redress for inferior sel"\·ice or faulty billing through 

new customer service systems· which the SPCs must devise and ad~pt. 

6. the BECC must retain an international tmancial advisor to ad"ise it, 
at the c:>nset, how to create a user-fee b~ed program to fuJly leverage the 

NADBank's resources. On a continuing basis, the financial advisor can advise 
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the board on strategies which result in the NADBank's obtaining the lowest 

' interest rates and most favorable tenns for the financing of all border 

projects. 

7. The EPA Administrator should request the Environmental Financial 

Advisory Board (EFAB), or another appropriate entity, to monitor the financial 

operations of the BECC in order to assure: 

A. that the . BECC's programs an~ policies are financially sound; 

B. that the NADBank will remain solvent; 

C. that a BECC/NADBank strategy is i~plemented to fund all viable 

environmental infrastructure projects along the border; and, . 

D. that the U.S. government will not be asked to appropriate any 

funher funds for the NADBank beyond those provided in the 

bilateral side agreement. 

* * * * * 

The creation of a sound and secure financial regime for the funding of 

en'\ironmental infrastructure along the border involves a massive effort. In 

addition to the training of the technical and administrative personnel and the 

enactment of appfopriate statutory and constitutional safeguards, there 

remains the logistical problems of draWing demographic lines, constructing 

facilities and establishing user accounts. It will also be 'necessary to convince 

a skeptical public unaccustomed to receiving high levels of service that 

reliable payments are necessary to create and maintain systems of viable 

environmental services. 

In order to marshal the resources necessary to accomplish this task, the 

Committee strongly recommends the creation of a prototype program 

involving one or more pilot or model projects. This work should not be done 

on an abstract basis; nor should the training programs be offered to random 

personnel; nor the public education and information programs be designed in 
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a vacuum. The en"ironmental in~tructure needs along the border are 

enormous. Priority should, therefore, J:le given to identifying which areas can 

serve as models for others. Once these areas have been identified, the 

resources of the BECC should then be deployed to create a prototype program 

with these areas as models, so that the entire emironmental infrastructure 

program contemplated by the NAFrA will have an ultimately realistic focus, 

and so that the lessons learned in the first few successful ' projects can be 

readily applied to the many other projects needed in the border area. 

The overarching goal of the BECC and the NADBank is to help fund, both 

directly and indirectly, all viable environmental projects along the U.S. -

Mexican border. Without local participation and accountability and a solid 

financial structure and strong financial programs, this great goal will never 

be reached. Therefore, the highest priority of the BECC must be the 

institutionalization of sound financial practices in order to assure the citizens 

of both the United States and .l\.Iexico that there will be suffident funds 

available to meet all of the environmental needs of the border area. 
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